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CHAPTER I 
THE PROBLEM AND DEFINITIONS OF TERMS USED 
Although the  importance of i n d u s t r i a l  procurement 
was f i rs t  recognized during World War I, the  most signif- 
i c a n t  period of growth f o r  thls function has been over the 
l a s t  two decades. During thls l a t t e r  period of time, the  
purchasing function ha8 progressed from a subordinate 
c l e r i c a l  poai t ion t o  one of high regard within the  company 
organization. Most progressive managements now recognize 
t h a t  the purchasing department i s  ac tua l ly  a p r o f i t  m a k l n g  
center an8 1s capable o f  making s i@l f l can t  contributions 
In many important areae. This increaeed recogn l t lm of  
purchasing' a importance hae not come about simply by chance 
o r  throu& the mere paeeage of time. Instead, 1% can be 
d i r e c t l y  a t t r ibu ted  t o  the  concentrated e f f o r t  which haa 
been put for th  by purchaelng agent8 throughout the  country 
t o  achieve this goal. By seeldng addi t ional  retrponsibil- 
l t i s e ,  impmvlne; t h e i r  department ' 8 efficiency,  and maldng 
eignlf icant  aontributione t o  management, these men have 
sucaeeded i n  r a i s i n g  t h e  s ta tue  of t h e  purchasing pmfes- 
eion t o  i t e  preeent position. 
Notwlthstan&lng t h e  p r o p e e s  already made In 
proowemant, there  are many who f e e l  t h a t  t h i e  function l a  
a t i l l  i n  the  pioneerlng etage; and, am suoh, management can 
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expect even greater  contributions from this area in the 
future. I n  the past ,  purchaeing has concentrated i t s  e f fo r t s  
i n  those area8 where immediate and tangible benefit8 could be 
realized. These programs have been h igh ly  succeaeh;ll and, 
i n  pa r t ,  have been responsible f o r  the  increased recognition 
of purchasing a8 a major company function. It must a lso be 
r e c o ~ i z e d ,  however, t ha t  there  are  many highly prof i tab le  
programa tha t  can be undertaken whlch do not r e su l t  i n  e i t he r  
immediate or  tangible gains. Nevertheleee, these programs 
are extremely Important t o  the  long-run profitability of the 
company. The future progrese of the purchasing f'unction nil1 
depend upon the  eucceseful exploitation of these programs as 
well se  thoee of the former type. 
One of the moat el@flcant programs in this cete- 
gory i e  tha t  of pr ice forecasting. Accurate forecaste of 
future  prloa changee In purchased parts ,  materials, and 
eervicss o m  aid other company m c t i o n s ,  as well ee pur- 
ohaslng, t o  aocomplleh t he l r  objeotlvee i n  a more ef fec t ive  
manner. Unfortunately, however, very l i t t l e  has been done 
t o  determine t h e  adequacy of purchaeing' e prlae forecasting 
prrrgrams. Inionnation concerning t h e  extent of purchas- 
ing ' s  preeent aot lv l ty  in prloe foreoaetlng an& whether 
purahaeing agents aotually reallze the f'ull s l p l f l c a n c e  of  
t h i n  procadurs Is laof in& Spsalfla rsoommendstiona for 
impmvemmt o r  Inoreased emphaala in th le  v i t a l  area cannot 
be made u n t i l  t h i s  information i s  available. 
I. THE PROBLEM 
Statement of the problem, It was the purpose of 
thi e study t o  aetermine if additional emphasi e o r  improve- 
ment l a  required i n  purchaeing' s pr ice  forecasting program. 
To acoompliah this objective, i t  was necessary t o  (1) 
analyze the extent o r  degree of purchasing's preeent 
ac t lo l ty  i n  pr ice  forecasting and (2 )  d e t e k n e  whether 
purchasing agents are aotually aware of the  f u l l  e i g n i f l -  
cance of pr ice  forecasting t o  t h e i r  own department and t o  
management, 
Iumortance fl prlce forecaeting. Although forecast- 
l ng  has long been an important t oo l  t o  the ecunomiat end 
has achieved wlde r o c o m t i o n  a s  a management aid i n  recent 
years, very l l t t l e  ha8 bean written i n  the leading purchae- 
i ng  taxtbooka, rnagazlnee, and reference manuale t o  show the 
importance of foreoaatlng by the purchaeing department. 
Deepits the  laok of l i t e r a t u r e  on this subject, it can be 
readily shown tha t  foreoaating by the purchasing function 
l e  extremely deeirable end, i n  faot,  l a  necessary i f  m d -  
mum sffiolanoy 1 e  t o  be obtained. The follawlng b i e o u a -  
e l a n  on the Importance of prioe rorecaetlng by t he  purahae- 
i n 8  department I s  nei ther  extsneive nor  sxhauetlve, A 
disouaeion -oh attempted t o  show all of the oontrlbutione 
which can be expected from az2 adequate forecasting program 
would necessarily be voluminous and i e  beyond the ecope of 
this study, However, it i s  f e l t  t ha t  the more important 
contributions of this procedure should be delineated i n  
order t o  justify the statement tha t  pr ice  forecasting i s  
important 
Probably the  best method of establishing the  impor- 
tance of forecaetlng would be t o  show how t h l e  procedure 
can materially a s s i s t  the purchasing and management funo- 
t ions  t o  aocomplieh t he i r  baeic objectives, With this 
method of  presentation i n  mind, the folloning discussion 
w l l l  be directed t o  the purchasing department f i r e t  and 
then t o  the management h c t i o n .  
book, the  purchaefng fmc t lon  b s  four specific ob3ectives, 
Thsee a r s t  
1, Coat reduction o r  p m f l t  mnking 
2, Contrul of f inancial  c o d t m e n t e  
3. Control o r  negotiations 
4, To provide information and ssaiatance 
dleouasion ehould be interpreted t o  mean price lorecestfng 
by the  purchseing department. 
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Handbook 
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- - ). 
Purchaelng, According t o  the  Purchaeing Hand- 
i n  the epecialized purchasfng field 
t o  management and other gmurpe. 2 
The term Rforaaastingn in the remainder of M a  
Gaorge W, Aljlan, Editor i n  Chief, Purohasb 
(New York r McOrar-HI11 Book C o n p a n M .  1-5. U 
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fithoue;h other textbooks may list the objectives of the 
purchasing department i n  a s l ight ly  d i f ferent  manner, there 
are no serious deviations i n  content. The following para- 
graphs wi l l  attempt t o  ahow why price forecasting i s  neces- 
sary if the purchasing function i s  t o  accomplish these 
objectives i n  the  moat effect ive manner. 
1. The cost reduction o r  p ro f i t  maklng objective i s  
certainly one of the most important considerations I n  pur- 
chasing today. The r i e e  i n  the number of departments using 
'value analysis" techniques and other sc ien t i f i c  cost reduc- 
- - 
t lon  programs gives eviaence t o  this fact. The basic aim 
o r  any coat reduction program i s  t o  procure the necessary 
par ts ,  materials, and eervices a t  the  lowest cost, consla- 
tunt  with the  necessary quallty. There e r e  many techniques 
and methods available t o  purohaeing f o r  a c c o m p l l ~  this 
obJsatire.  However, in evaluating any cost reduction pro- 
w e a l ,  it i a  neoasasry t o  consider the  fiture price levels  
of the  s l te rnat ives  as well as  the preeent prices. This is  
neceeeary because, i n  general, It w l l l  be a t  l eae t  s i x  
montha t o  a year before an accepted change can be incor- 
porated into the produotion schedule. The lack of fore- 
casting o r  innocurate foraoaating of these future pricea 
oan aotually lea4 t o  a lose rather  than a aavlngs fo r  the  
oompany. Foreoasting of future prioea w l l l  also  aid i n  
determining what part8 require cost reduotion aot lvl ty .  In 
many cases, it i s  possible t o  minimize the e f fec t s  of a. 
future pr ice increase i f  action i s  i n i t i a t ed  before the  
p r ice  change becomes effective. 
Another method of at ta ining this cost reduction o r  
p r o f i t  making objective i s  to  buy the proper quant i t ies  of 
materlale a t .  the  proper time, Some textbooks l i a t  this 
method as  a separate objective of the  purchasing department. 
One such reference explains this objective i n  this manner: 
To obtain the quant i t ies  of materials neces- 
sary t o  provide uninterrupted production and a t  
the same time keep the investment i n  inventory at 
the lowest point possible, consistent with econon- 
i c a l  ordering quant i t ies  and market conditions. 1 
This statement indicates some of the problems involved i n  
deciding what qusntity t o  buy. A decision of this klnd must  
not only consider the eavlngs derfved through ordering 
larger  quantit lea and obtaining quantity discounte, f r e i m t  
ssvlnes, etc., but muet also coneider the ef fec t  these 
la rger  quant i t ies  wi l l  have on Inventory csrrying charges, 
In other words,  the cost of acquisition must be weighed 
aeainst  the coat of ownership i n  order t o  determine the  most 
economical onlering quantity. In addition, this decision 
muet alao be b a e d  on a fomoaet of f i t u r e  price levele, 
einoe a chanee i n  theee levele o m  affec t  both the cost  of 
awnerehlp and acquisition. The determination of the proper 
Howard T. bwls and Mlbur B. h ~ l a n d ,  Procure- 
mmt-Prinoinles and Caaee (Homemod, I l l i no l e ;  .Xckrrrd 
D. Irlr'in, Inc. , 1:357), 7. 
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ordering quantity, baeed on present pr ice levele,  can be 
accomplished f a i r l y  accurately by using H~conomic Ordering 
~ u a n t i t y  formulae o r  other sc len t l f l c  methods. However, 
elnce these resu l t s  are based on preeent prices,  some allow- 
ance must be made fo r  expected price changes i n  the  future. 
Needleee t o  say, the accuracy of thls f i n a l  decision w i l l  
depend largely upon the accuracy of the  forecast of future 
pr ice changee. Therefore, i f  purchasing Is  t o  accomplish 
i t a  p ro f i t  making objective, the proper quant i t ies  mst be 
purchased an8 thls necessitates the accurate forecasting of 
future pr ice   change^. The time element i s  equally lmpor- 
tant.  An accurate forecaet of when prices  are  expected t o  
change and by how much w l l l  help tremendously In detennin- 
lng the beet time t o  place future orders. 
2. The control o r  f inancial  commitmente i e  extremely 
important t o  company management ae well aa the  purchaeing 
function. Since, on the average, the purchaeing depart- 
munt epsnds a~pmldmately 50 per cent of the t o t a l  revenue 
bmught i n  by ealsa, it i e  important tha t  th ia  commitment 
of company f'unda be oloeely controlled. One o r  the  moat 
effect ive method6 of controlling theee expenditures i e  to 
use a budgetary control eyetem. Thie prooedura hae the 
added advantage of also eervlng a8 a meane fo r  appralaing 
the performanos of the purohasine department. However, 
the ueefulneas of 8 budgetary aontral  ayetan depende upon 
8 
the  accuracy with which it  i s  formulated. Any budget Hhich 
nust  be constantly revised l a  p rac t i ca l ly  ueeleas f o r  con- 
t r o l  purposes. Without going in to  d e t a i l ,  t h e  purchasing 
budget 1s usually formulated i n  the  folloning manner. The 
sale8 department forecasts  the  number of u n i t s  which they 
expeot t o  s e l l  during a given tlme period i n  the  future. 
The production control  department then develops the  p lan t  
production aohedule f r o m  the  sa les  forecast.  This produc- 
t i o n  schedule l i a t s  the  estimated number of units which 
w i l l  be b u i l t  I n  the  plant  f o r  each month o r  quar ter  in a 
future  time period. Then, by analyzing the components 
which a r e  used i n  these uni t s ,  the  production department 
can advies purchaalng of the  approamate number of compo- 
nents which w l l l  be needed i n  the future  and when they w i l l  
be needed. Purohaaing muet then estimate the prioee that 
w l l l  be paid f o r  theee components and complete t h e  eetlmats 
by ehowlng the  appmxlmate expenditure which w i l l  be made 
f o r  each month In  the  @van future  time period. Since It 
i s  unreaeonabls t o  aeeume t h a t  pr lcee wlll r e m a  conetmt  
over long perlode of time, purohaaing muet be able  
aocuratsly forecast  pr ioe ohangee. An estimate by t he  
puyoha~lng function W c h  dose not take rut- p r i ae  chmgea 
i n t o  ooneideratlon i s  actual ly  of l i t t l e  value. I t  cannot 
be uasd ef fea t ive ly  f o r  budeetary purpose8 nor  t o  svuluats 
the  performance of t h e  purohasing department. In aafiMon, 
9 
it may mislead company management as to  the future prof i t  
position of the company and cause incorrect decisions t o  
be made. 
3. There are many reasons why the purchasing depart- 
ment ahould keep a tiat control over the negotiations 
between outside suppliers and other departments ni thln the 
plant. One of the primary reasons for* these s t r i c t  con- 
t r o l s  i s  t o  minlmize the possibi l i ty  of any department 
disclosing information to  salesmen which might be harmful 
t o  the company. Unfortunately, price forecasting can do 
l i t t l e  t o  help achieve t h i s  objective. 
4, The fourth objective of the purchasing depart- 
ment l e  to  provide Information and assistance i n  the 
epeclallzed purchasing f ie ld  t o  management and other groups. 
Because of purchaelng's constant contact wlth the market 
and outaide euppllere, many departments depend on purchsa- 
l n g  t o  keep them up t o  date on the development of new 
materisla, processes, and techniques. Theee departments 
alao have the r ight  to  expect the purchasing departaent to 
advise them of any changing economic conditions o r  impor- 
tant  price changes. Shoe  many engineering, production, 
and aooounting decieione are  basad di rec t ly  on this type 
of lnformatlon, it i s  imperative that  the data supplled be 
a8 socurate as poaaible. Thia means tha t  the  purchaeing 
hrnotion muet use the beat fo reoaa t in~  techniques avall- 
able, 
Manaaement. The objectives of the management 
function are  far too numerous t o  list.  For our purpose8, 
it w l l l  euffice t o  ehow how management could use purchas- 
ing ' s  forecasts  t o  aid them i n  accomplishing f i ve  of these 
obdectivee. The f ive  management obJectives M c h  w i l l  be 
diecueseU i n  the following paragraphs are :  
1. t o  maintain o r  improve upon the corn- 
pany ' s  p r o f i t  poaition. 
2. t o  determine the most pmf i t ab l e  
product-mix. 
3. t o  determine which parts a re  manufac- 
tured in-plant and which are procured 
from outaide suppliers. 
4. t o  determine the pricee of the corn- 
pany ' e products, 
5. t o  appropriate the company's funds 
i n  the moat pmf i t ab l e  manner. 
1, One of man~ement 'a  primary objectives i s  t o  
maintain o r  improve upon the  companyme p m f l t  position. 
Blnoe our economy 18 charaoterlzed by rapid p w t h  and 
i n s t ab i l i t y ,  management muat continually plan fo r  the 
f'uturs and baee t h e i r  deoleiona on theee plane. The 
oldst ing el tuat ion wlth regard t o  buaineea has been well 
mummarlzed by the edi tore  of Fortune Magazine i n  the  fol-  
lowing quotationa 
The rapid and aooeleratlng changea o f  the 
paet quarter-century have produced a new eort  
of bueineee leader, unwilling to be propelled 
aimlesely by the ehi f t ing  wlnde and wavee of 
immeasurable economic forces. A manager, indeed, 
m1,nht be defined ae a m a n  who want8  t o  navlgate 
h l ~  oourse of businsee as exaotly and predict- 
ably ae he oan. While he malres  various decisione 
by hunch, dead reckonin& o r  some reaction t o  
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current  market conditions, he p r e f e r s  t o  
r a t i o n a l i z e  decisions,  ca lcu la t ing  the r i s k s  
and analyzing the  markets. He maneuvers no t  
so much by f e e l  as by instruments, which become 
more numerous-and more complex-year a f te r  ye-. 1 
The decis ions  of top management muet be based on the  b e s t  
Information ava i lab le  i f  company p r o f i t s  a r e  t o  be main- 
t a ined  o r  improved. Regardless of t he  decis ion under 
considerat ion,  management must be ab le  t o  thoroughly 
evaluate  t he  fu tu re  p r o f i t a b i l i t y  of  each of  t h e  many 
a l t e r n a t i v e  choices of action. In  o rder  t o  evaluate t h e  
fu tu re  p r o f i t a b i l i t y  of any p a r t i c u l a r  ac t ion  o r  s e t  of 
ac t ions ,  it i s  necessary t o  fo recas t  t he  fu tu re  revenues 
and cos t s  which w i l l  r e s u l t  under t h e  given set of  condl- 
t iona.  An attempt t o  forecaet  coets  depend8 on tw baslo 
eub-forecaste; namely, t he  sales forecas t  and p f i c e  fore- 
ca s t e  of t h e  f ac to r s  of production. Bince purchased parts, 
mater la le ,  and eervicee represent w e l l  over 50 pe r  cent  o f  
theee f a c t o r  coete,  it i e  important t h a t  an eat lmate be 
oa re iu l ly  made In t h l e  area. Logically, t h i a  e a t i n a t e  can 
ba made moat accurately by the  department responsible  f o r  
procuring theee Items. I f  this department i e  opera t ing 
e f f i c i e n t l y ,  it w i l l  have a thorough mowledge of both 
preeent  end fu tu re  market cond.ltlons and w i l l  be in  the 
Fortune, January 1955, p. 84. 
1 
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best  posi t ion t o  provide this information. Hence, the 
purchasing forecast can be used d i rec t ly  by management t o  
aSsi8t i n  evaluating the p ro f i t ab i l i t y  of future  courses 
of action. In  this manner, the purchasing forecast  i s  
aes is t ing  management t o  accomplish the company 's p r o f i t  
making objective. 
2. Another management objective i s  t o  determine the  
moat prof i tab le  product-mix, l.e., t o  decide w h a t  products 
can most prof i tably be manufactured by the company. 
Management, i n  attempting t o  maxlmize p ro f i t s ,  must contin- 
ua l ly  Judge the  p ro f i t ab i l i t y  of each of t h e i r  main prod- 
uc t s  and decide whether (1) t o  add new products; (2) dmp 
exiat ing pmducts; (3) Improve the p ro f l t ab i l l t y  of ex ls t -  
i n 8  products; o r  (4)  my combination of the abave three 
al ternat lvea.  Hence, the  prof1 t a b i l l  t y  of each pm6uct 
muet be determined and evaluated against the possible 
p ro f i t ab i l i t y  of other  al ternatives.  H e r e  agaln, pmflt- 
a b i l i t y  depends on cost of  production and i n  turn  upon 
purchased coets. A decieion of t h l e  ldnd must be based on 
future conditione ae w e l l  a8 thoee e d e t l n g  at present. 
The purchaeing forecast  would help lmmeaaursbly i n  eval- 
uating thaee future coat conditions encl/or p m r i t a b l l i t y ,  1 
For a discussion of the problem8 Involved In 
multiple product selection,  eee-Joel Dean, Mana~ement 
Economloe (Enelewood Cliff  8, ?:ew Jereey : P~t-n5l:c-311 
Iw., 1 ~ 5 1 ) ~  Chapter 3. 
3 One of the  most important and y e t  moat d i i f i -  
c u l t  management object ives  i s  t o  determine t h e  p r i c e s  of 
t h e  company ' s  products. It l a  beyond t h e  scope of this 
study t o  d i scuss  a l l  t h e  f ac to r s  and considerat ions which 
determine t h e  p r i ce s  a company charges f o r  I t s  products. 1 
However, it i s  s a l e  t o  say t h a t  a l l  p r i c ing  p o l i c i e s  must 
i n  some m y  be r e l a t ed  t o  costs.  Since this i s  tme, 
management i s  v i t a l l y  In te res ted  i n  any expected change 
i n  costs.  Here agaln, t h e  purchasing forecas t  w l l l  be of 
value t o  management inasmuch as it can furnish these  esti- 
mated p r i c e  changes on purchased materials.  
4. A four th  object ive  of management i s  t o  deter-  
mine nhich p a r t s  are  manufactured in-plant  and which parts 
a m  pmoured from outs ide  eunpliers. A decis ion t o  
t r a n s f e r  a part from in-plant  manufacture t o  purchasing o r  
v i c e  veraa i s  usually baaed on t h e  prc r f l t ab i l l ty  of such a 
t ransfe r .  I n  addit ion,  moat of these  t r a n s f e r s  a r e  con- 
s idered t o  be permanent i n  nature. Therefore, before 
gee Dudley F. Pegnrm, Public Remla t ion  a 
Busineee (Homewood, I l l i n o i s !  -%chard D. I r ~ d n ,  Inc, , 
m h a p t e r  8. 
* Thls l e  commonly h o r n  a s  manaecment'a ''Blake o r  
~ u y "  p r o p a m .  
A n  Important exception hers l e  the parts handled 
under a "aub-contrnctln&" proprun. These p ~ r t s  are trme- 
f e r r ed  only temporarily t o  help keep t he  In-plant ~or! i  
lone a t  the optimum level .  
such a decis ion can be made, it  i s  necessary t o  forecaet  
both f'uture in-plant production cos t s  and fu tu re  suppl ie rs '  
coats.  The purchaeing forecast  can be used t o  great advan- 
t age  i n  estimating fu ture  suppl iers1  costs.  
5. One common management object ive  Is t o  cont ro l  
t h e  f inanc ia l  s t ruc ture  of the  company so t h a t  funds are 
appropriated i n  the  most p ro f i t ab l e  m a n n e r .  merman Malael 
summarizes this obJective w e l l  i n  the fo l lou lng  quotation: 
Final ly ,  successful firms must pay energet ic  
a t t en t ion  t o  t h e i r  f i nanc ia l  problema. The flow 
of funds i n  and out means an ever  changing posi- 
t i o n  with respect  t o  l i q u i d i t y  and a v a i l a b i l i t y  
of reeources. Capital  investments must be budgeted 
care fu l ly  with regard t o  fu ture  f inanc ia l  require-  
ments so t h a t  t he  a l t e r n a t i v e  cos t s  and r i s k 8  o f  
p a r t i c u l a r  decieione can be taken i n t o  account. 
A l a rge  por t ion of a rim's finances Is generally tied up 
I n  Inventories.  Top management muet exercise  o v e r a l l  con- 
t r o l  of this mea end set  t h e  l i m i t s  within which t h e  inven- 
t o r y  value may f luctuate.  Once theee Urnits have been 
determined, it is then poss ible  t o  determine the maJdrnum 
and rnlnlmum number of days supply of  t he  major iteme t o  be 
kept i n  atook. These eub-limit8 are then used t o  a s s l e t  
Bhennm J. Malsel, Fluotuations, Growth and Fore- 
g.mtlng, (New Yorkl John V i l e r  dr Sons, Inc. 1357E. 7. 
Naturally, o the r  f so to r s  help determine inventory 
l eve l e  aleo, but the amount of money whloh a m  be a l l o t e d  
t o  oarfylng Inventorlea 1 8  one or t h e  maln coneirleratione 
i n  datermining the  mrudmum l i m i t s  allowable. 
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i n  aetermining production l o t  s izes  and purchasing's order- 
i ng  quantities. However, management must continually review 
this si tuat ion and a l t e r  the control l imi t s  when necessary. 
Since inventory levels  are  par t ly  controlled by the allow- 
able dol lar  value i n  inventory, these levele can be a l te red  
by expected price changes. I t  Is  necessary, therefore, f o r  
management t o  be constantly aware of the trend of future 
pr ices  i n  purchased parts. For example, i f  the forecast  
shows tha t  pr ices  are  expected to  increase approdmately 
3 per cent i n  the coming year, management must e i the r  m a l a -  
t a i n  the same stock levels  and al locate  more money t o  
inventories o r  reduce the Inventory levele and maintain the  
same 6 0 1 1 ~  alloaation. The purchasing forecast  w l l l  pro- 
vide t h i e  type of  pr ice information f o r  purchased parte. 
Cmolueion. This diecueeim has attenpted to 
ehow only the maJor reaeons for  the importance of a pur- 
chaelng price forecaetlng program. It was not wlthin the  
acope of t h i e  etudy to  present a l l  of the benefl ts  which 
t h l e  procedure i s  capable of producing. Most noticeably 
miealng from t h l a  dlecuselon hae been an examination of 
the  value of t h i e  pmoedure to other company f'unctiona, 
such a s  accounting, engineering, and production control. 
I n  addition, the full value of p r i o e  roraasatlng t o  the 
purchseing and mansgemant funotlona hae not been presented, 
Nevertheleee, enough has been shown t o  fu l ly  Ju8tify the 
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statement tha t  pr ice forecasting i s  an important purchaeing 
program. 
fmortance oP the etuds. There can be l i t t l e  doubt 
t ha t  a l l  purchasing departments must of neceaslty make fore- 
oaste of future pr ice  changee. However, the degree of 
thoroughnees used In  maklng theee forecaste can and doe8 
d l f f e r  considerably between compdea. These forecast8 may 
very a l l  the  way from the  'naiveH type which i s  based on 
the  mere projection of current levels  in to  the Future t o  an 
elaborate, formal forecaat which i s  based on a thorough 
analysle of many determinate.  Naturally, the  accuracy and 
uaerulnesa of any forecast nil1 depend t o  a large degree 
upon the o w e  -ah hae been exercieed during I t 6  prqara- 
tion. Bhsnnan Maisel i l l ue t r a t ae  t h l e  point very clear ly 
when he ststsdr 
I t  should be rscogulzed t h a t  it takes time, 
e f fo r t ,  and energy t o  make a goodl forecaat. A 
diffluult problem oannot be mlved in  an offhand 
menner. The ourbetone opinion of the  lawyer ia 
notoriously fa l l ib le .  The same i s  t rue  of the 
offhand opinion of an economist o r  any other per- 
eon naked t o  predict  what will happen without 
doin6 the n e o e s s m  research. 1 
Unfortunately, atudlas have not beon made t o  detefmins e i the r  
the dopee  of p w o h a s l n g ' ~  present ac t iv i ty  in this area o r  
whether purchasing agents actual ly  r e a l i z e  the importance 
of p r i ce  forecasting. 
 he purpose of this study was t o  
prnKl.de this information so t h a t  the  need f o r  addi t ional  
emphasis i n  this area could be ascertained. 
Procurement. Bame authors f ind  it desirable  t o  
define the  terms "procurementn and Hpurchasing" aeparately. 
- - - 
H. T. Lewis and W. B. England chose t o  deflne these terms 
a s  follows: 
In  general usage the  term "purchasing' 
describes the  process of buying-learning of 
the  need, select ing a supplier,  negot ia t ing 
p r i ce  and other  per t inent  terms, and following 
I I up t o  Insure Zelivery. ~rocurement" covers 
wider areas  and includee-the du t i e s  periorsed 
by purchasing, a s  well a s  such addit ional  -%c- 
t ione  of material8 supervision ane management 
a s  inventory control,  receiving, incoming 
inepeotion, an6 aalvage operations, 2 
Them i s  no rnentlon of e i t h e r  st* hsr lng been 
made in any of the leading purchaeing textbook8 o r  hand- 
books currently on the market. In addition, Kr, H. 3. 
Lewie (Profaeeor m e r i t u s ,  teacher of Purchaeing a t  Hanard  
Graduate School of 3ueinees Addnie t ra t ion  ane author of 
one of the leading textbook8 i n  this f i e l d )  a ta ted In a 
l e t t e r  dated February 19, 1960 and addreasdl t o  Professor 
R. M. LoveJoy of Drdie W v e r s i t y ,  t h a t  he 'mew of no 
stucliae wlblch had been made i n  e i t h e r  area. A eimilar  
Pat ter ,  d ~ t e d  Februnry 29, 1960, and addreeeed t o  the 
~ u t h o r ,  f m m  Mr. A. V. Nelson (= to r  of Purchaeing Sews 
Macazine) s ta ted  the  same thing. 
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Despite the accuracy of thls defini t ive dlatinction, most 
firms use the terms interchangeably. This study has fol- 
lowed the common usage of the terms and considered them 
t o  be synonomoua. 
Forecasting. Forecasting may be simply defined a8 
a description of a  future situation. Within thls general 
defini t ion,  however, there are many specific types and 
claesifloatione of forecasts. One method of categorizing 
foreoaete Is by the i r  end purpose. Examples of t h l e  clas- 
ai f lca t lon  are  the sales  forecast, weather forecast and 
prioe forecast. It I s  also possible t o  c l a e e l ~  forecasts 
a6 being e i the r  of the "internalH o r  "externaln type. 
- 
Internal  forecaets are based on conditions wlthln the  cm- 
pany whlch can be aontrollbd by management, whereas exter- 
n a l  forsoaete are baaed on conditione outelde the company 
whlch are beyond the control of company manegemmt. Fare- 
oasta may also be clseaified by the time period encom- 
paesed by the  ioreosst. Short-run and long-run forecaats 
are examples of this time period claeslfloation, This 
atudy was concerned primarily wlth external, short-run 
price forecaats. 1 
1 Bhort-run forecaeta 1noluCe eet lmatee  c o ~ e r i n g  a 
period of up to  an& incluaing one year, 
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111. ORGANIZATION OF THE RENAIMDER OF THE THE318 
C h a ~ t e r  I1 was devoted t o  an explanation of how the  
study was conducted. Section one of this chapter describes 
(1) how the  universe was determined; (2)  how t h e  survey 
- .  
s i z e  was determined; (3) ,how the  data  were obtained; (4) 
how the questionnaire was deeimed; and (5) what follow-up 
procedures were used. The second aection dlecueeee the  
known l lmitat lons  of t h e  technlquee which were used i n  the  
f i v e  areas U s t e a  above, 
I n  Chapter 111, the  r e s u l t s  o r  findings of t h e  etudy 
were examined. This chapter i s  broken down in to  th ree  
sections. The f i r e t  eection describes the  response t o  the 
questionnaire and some o r  the  more important characterie- 
t i c 8  of t he  department8 included i n  t h e  m e y .  Sections 
t w o  and th ree  r e l a t e  the  queetionnalre findings t o  the two 
baolc qusstionnsire objectives; namely, t o  de temlne  the  
extant  of purcheaing's present a c t i v l t y  i n  price foreoaet- 
ine, and t o  deternine whether purohaeing sgenta are aware of 
t h e  hr l l  inportanca of this procedure. 
Chapter I V  was divided In to  two sections, The f l r e t  
section i e  a eummary of the  developmenta o f  previoue chap- 
t e r s  with pa r t i cu la r  ernphsele on the  more important flnd- 
lngs  and oonoluaiona of t h e  study. In  t h e  eeoond eeotlon, 
t h e  inveet lgator '  a reeommendatlone f o r  inoreaaed anphaele 
i n  pr loe foraaaotin$ tuw made. 
CHAPTER I1 
METHODOLOGY AND LIMITATIONS OF THE BTUDY 
The purpose of this study was t o  determine if addi- 
t iona l  emphasis o r  improvement l a  required i n  purchasing's 
pr ice forecasting program. To accomplish thl  e objective, 
it was necessary t o  obtain information concerning (1) the 
extent of purchasing's present ac t iv i ty  i n  this area and 
( 2 )  whether purchasing agents are  aware of the Full  impor- 
t a m e  of pr ice forecasting. The f i r s t  section of t h l e  
chapter describes the techniques which were ueed In 
obtaining this information, The second section discusses 
the  b o r n  l lmitst lons of these teohniques, 
I, METHODOLOGY 
Deterrmination, a the univeree, Due t o  f inancial  
and time reetr ic t ione,  It wae necessary t o  l imi t  this 
study t o  the membere of the Central Iowa a?d Tri-Cities 
Purahaaing Agente Aeeociatione. Theee two associations 
draw t h e i r  membership f ' rom the  en t i re  s t a t e  of Iowa snd 
the western half  of I l l lnoia .  Ae of January 15, 1960, 
them were approxlrnately 221 active membere in t h e m  two 
aseoclatione. 
Determination a the  a w e y  elza. The s i ze  of the 
aurvey wse determined by the number of purchaeing Bepart- 
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ments represented i n  these two associations. One repre- 
sen ta t ive  from each separate department was selected f o r  
inclusion i n  the  survey. I n  those instances where the  same 
department had two o r  more repreeentatives i n  the  aesocia- 
t ion ,  an attempt was made t o  se lec t  the  man wlth the  high- 
est authori ty  i n  t h a t  department. I n  this manner, 167 
members , each representing a dlf rerent  purohaaing depart- 
ment, were included i n  the  survey. 
Data col lect ion methods. The required Infomat ian  
was obtained by sending a m a l l  queet iomalre  t o  a l l  members 
included i n  the  a m e y .  The decision t o  use a m a l l  ques- 
t ionnai re  was prompted by eeveral conelderations. Among 
theee were t h e  time faa tor ,  coat factor ,  number of sources 
deeired, and the  amount of information required. In addi- 
t ion ,  the  dlaadvantaeea of the  phone and personal inte- 
vlew methode p s a t l y  outweI@d t h e i r  advantages, For t h l e  
etudy, t h e  m a l l  survey was c lear ly  the  most log ica l  choice 
for obtaining the  doaired information. 
Deeipn -- of t h e  questlonneire, The questlonnsire fonn 
was structured and non-dieguiaed. Most of the questions 
aeksd were e i t h e r  of the  multiple-choice o r  dlchotomoua 
type, A few open-end queetions were inoluded f o r  cont ro l  
purpoeea, A s inasre  attempt m a  made t o  asaura t h a t  all 
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questions were underatmaable, unambiguous and germane. 1 
The questionnaire also contained certain questions which 
were unrelated t o  this study. There were two basic reasons 
why these questions were included. ]First, some of these 
questions were easy t o  answer and helped stimulate in te res t  
i n  the r e s t  of the questionnaire. It was anticipated tha t  
this procedure would help to  increase the  number of com- 
pleted questionnaires. Second, some of these questions 
were of d i rec t  in te res t  t o  the investigator and were 
included i n  the survey for  tha t  reason, In addition t o  the  
information block, there were a t o t a l  of 40 questions i n  
the  study. 2 
Folow-UJ procedures. In oMer t o  achieve a eatis- 
factory return, I t  wae f e l t  t ha t  one follow-up l e t t e r  would 
be nece88tu-y. Records were maintained t o  indicate (1) t o  
whom the queetionnalre mr8 melled; (2)  the  date of the 
first mailing; (3) the date the completed questionnaire was 
returnad; and (4) the date the follow-up l e t t e r  n s  semt 
out. The queetlonnelres were mailed out i n l t l a l l y  on 
January 29, 1960. Follow-up l e t t e r s  wlth another copy of 
the  queationnairs were mailed on February 13, 1960 t o  a l l  
During the questionnalre development atage, em-  
utructive criticiame were made by Drake University Profee- 
eora Alley, Eaeley, and LoveJoy. The questionnairee were 
also qre-teeted a t  two looal compsnlee before they were 
finalized. 
Bee Appendix A fo r  a sample of the  qusstlonnalrs. 
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members who had not replied t o  the f i r s t  mailing. 1 
11. LIMITATIONS 
Determlnation of the unlveroe. A much more meaning- 
f u l  study aould have been conducted i f  the miverse  had 
inoluded a l l  purchasing agents i n  the Unit& Btstea ra ther  
than Jus t  the member8 of the Tri-Citiee and Central Iowa 
Purchasing Agents Aesociations. This fac t  was r e c o w z e d  
when the study was undertaken, but time res t r lc t ione  made 
it necessary to l imi t  the universe i n  thls study. The main 
time consideration In making a survey of  the  former type 
would be In  selecting the sample. It must be recognized, 
however, that the reeulta obtained i n  t h l e  study are appli- 
cable only t o  the study universe. The f h U g s  In  thls 
atudy should not be extrapolated to  represent a l l  purchas- 
ing departmanta i n  the United States. 
Determlnation the survey size. The sumey could 
also have been improved by s t r a t i f y ing  the sample. In t h i s  
manner, it might have been poaelble t o  note the  relation- 
ehlpe between the extent of pr ice forecaating and the  aize 
of the aompany, elze of the  purchaalng department, nature 
of the company ' a  producte, types o r  materlale purchased, 
etc. However, when e t r s t i f loa t ion  i s  employad, the sample 
See Appendlx B f o r  a sample of the follow-up l e t t e r .  
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s i ze  must be greatly expanded so t h a t  each s t r a t a  has a 
r e l i a b l e  representation. Thla procedure increases the -  cost 
of a survey tremendously; and, f o r  this reason, extensive 
s t r a t i f i c a t i o n  wae not feaeible  i n  this study, 
Data collection methods. Even though the  m a i l  quee- -
t ionnaire  was the moat logical  choice for  obtaining the 
desired Infomation, t h i s  procedure has born l imitat ions,  
The biggest d i f f i cu l ty  encountered wae i n  devising a a e t  of 
questions which would adequately answer the  objectives of 
this study. It Is extremely d i f f i c u l t  t o  determine the 
extent of a department's ac t iv i ty  i n  pr ice  forecasting and 
how Important this procedure i s  to that department In a mall 
qusetiannaire. Personal interviews would have been a much 
b e t t e r  method of obtalnlng t h i a  information i f  adequate 
flnanoee and time had been available. Another important 
l imita t ion i e  the  number of questions which can be included 
i n  a m a l l  e w e y .  AE the eize of the  questionnaire 
increaeee, It becomes increasingly more difficult t o  main- 
t a i n  t h e  reepondent'e intereat .  Hence, i n  order t o  m a -  
mizs the number of returned questionnaime and minimize 
the  e m r e  In f i l U n g  out the  queetlonnairee, i t  m a  neces- 
sary t o  l i m i t  the  number of questions i n  the survey. 
Deaipn thb queetionnBire. There are many advan- 
tager In using dlohotomoue and multiple ah01 ce queetlona, 
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of tabulation, less blas,  and more objectivity are 
th ree  of the nore important reasons which are ueually given. 
However, these types of questions also have t h e i r  limlta- 
tione, The main objection t o  the  use of dichotomous quea- 
t l o n s  I s  t h a t  it forcee the respondent t o  se lec t  one of two 
a l t e rna t ives  even though it i s  possible tha t  ne i ther  of  
these a l te rna t ives  actually expresses h i e  true  feellnga. 1 
For example, i n  a "yes-no' type question, the respondent 
may f e e l  t h a t  "yea" would be the proper anawer f o r  most 
cases, but i n  other circumstances, 'non would be a b e t t e r  
anawer t o  the  erne question, It i s  l ike ly  tha t  t he  respon- 
dent w i l l  answer t h i a  question when actual ly  it i s  a 
qualliled The d i f i l c u l t y  i s  t h a t  the receiver of 
t h e  queetlonnaire never knows i f  the  anewer waa qual l f led 
o r  not. 
Multiple choice queationa must be constructed very 
oarsful ly  i f  they are t o  avoid being biased, The t w o  
main qual i r lcat ions  a re  tha t  the  a l te rna t ives  given must 
be sxteneive and mutually exclualve. These qual i f icat ions  
a r e  d i f f i c u l t  t o  meet and hence, multiple choice queetlone 
are usually open t o  criticiem. In addition, a certain 
mount of b ias  i e  unavoidable since the  question l l e t e  
It This i s  t r u e  even though a don't know" anawer l a  
ueually added. Unleea the  question-pertains t o  personal 
matters,  moat respondente prefer t o  eelect  one of the  tno 
m ~ i n  ~ l t e r n ~ t i v e e .  
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poeelble answers for the respondent. This i s  especially 
true when the respondent i s  permitted t o  choose more than 
one of the answers. It i s  not uncommon for  a respondent 
t o  select answers which appear logical even though he had 
never previously considered those anawera to  be important. 
Follow-= procedures. Needleas t o  say, i f  more 
follow-9 le t t e ra  had been sent, a greater number of 
return8 would have been received. As previously mentioned, 
however, time did not permit t h i s  additional follow-up, 1 I
CHAPTER I11 
THE QUESTIONNAIRE RESULTS 
The questionnaire was designed t o  obtain infoma- 
t ion  concerning (1) the extent of purchasing's present 
- 
a c t i v i t y  In  pr ice  forecasting and (2)  whether purchasing 
- .  
agents a re  actually aware of the  f u l l  importance of this 
procedure. It wae necessary t o  obtain this information 
i n  order t o  determine I f  additional emphasis o r  improve- 
ment was requlred i n  purchaeing'a pr ice  forecasting pro- 
gram. 
This chapter i s  divided in to  three sections. In  
eection one, the  reeponee t o  the  survey i s  analyzed and 
an attempt l a  made t o  deecribe some of the  more important 
oharacteriet ica of the  departments Included in t he  survey. 
The purpoee of t h i e  section wae t o  provlde the  neceeaary 
background for  interpret ing the  findings Usted  i n  the 
next two eectione. Bections two and three r e l a t e  the 
aurvey findings t o  the two baelc queetlonnelre objectives; 
namely, t o  determine the extent of purchaalng'e preeent 
ac t lv l ty  i n  prioe forecasting and t o  determine whether 
purohaeing agents are aware of the hrll l~?oI-tanoe of 
t h l e  pmoedure. 
28 
I. ElURVEY RESPONSE AND CHARACTERISTICS 
OF THE UNIVERSE 
Survey resvonse. The universe included 167 dlf- 
fe rent  purchasing departments located throughout the  
e n t i r e  s t a t e  of Iowa and the western half of I l l i n o i s .  
Since a questionnaire was sent t o  one purchasing agent 
i n  each of these departments, the  en t i r e  universe was 
represented i n  the  survey. Therefore, it w i l l  not be 
necessary t o  allow for  any sampling er ror  i n  establishing 
the  r e l i a b i l i t y  of the  findings. The number of completed 
questionnalree which were returned was unusually hlgh In , 
t h i e  m e y .  O f  the  167 responeee sol ic i ted,  68 per cent 
o r  a t a t e l  of 113 were returned. However, not a l l  of 
theee questlonnairee are included i n  the findings. It 
wae neaeeeary t o  guminate twelve quest lomaires  due t o  
inaccureciee , mi sslng inironnation and extreme lateneee in 
arr ival .  Henoe, the  finding8 are  based on the  question- 
na i res  submitted by 101 purchasing departments o r  etat-  
lng it  different ly ,  on 61 per cent of the e n t i r e  universe. 
An appreciation of the  percentage responae in this study 
can be gained by viewing the  f o l l o w l n ~  statement taken 
f r o m  a market reeearoh text.  '01 queetionnalrsa nailed 
- 
t o  the  general public only about 10 per cent are ueually 
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returned, and t h i s  i s  sometimes a s  low a s  3 per cent. A 1 
n In  an e a r l i e r  section, thls same t ex t  ale0 s t a t e s  ... t he  
number who do not return m a l l  questionnairee i s  almost 
alwaye larger  than 50 per cent, n 2 
Characteristics @ the universe. One method of clas- 
s i fying purchaeing departments i a  by the  type of organiza- 
t ion  under which they serve. By this method, purchasing 
departments may be c lass i f ied  ae belonging t o  one of the  
following categories: indus t r ia l ,  educational, l n s t i tu -  
t iona l ,  o r  governmental. Although a l l  four types of 
departments were represented In  thls study, the  overwhelm- 
ing gercentaeje of department6 were of the  indus t r i a l  type, 
atlother method of clsseliging pwchaeinp, 5epartrnents 
i s  by aize ,  b a e d  an the dollar value o f  mual sxpendi- 
turee. The ueusl categorise are: amall  bmual  expma- 
turas under $5 million), medium ( 45 miluan to 850 d l U 4 ,  
and large (aver 850 million).  Under th i s  type of' class i f l -  
cation, the departments reppeaanted In the fln8lngs were 
distributed aa followe: mall - 72 per cant, m e d i u m  - 22 
per cent, large - 1 per cent, and no answer - 5 per cent. 3 
Horpsr W. Boyd, Jr., and Ralph Weatfall, Marxetlns 
R e a e p - h ,  (HQmcwood, Illlnoial Richard D. Xrwln, Znc.. m, 9. l y *  
Ibid* 
gee Appendix C md Tabla I f o r  a mars d c t a i l ~ d  
o l a e e l ~ l c a t i u n  of depwtrnente bp annual dollm aqenditurea, 
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The findings reported i n  this chapter are  based on 
the  t o t a l  number of returned questionnaires from both 
aesocfations. Ori@nally, the plan had been t o  present 
the flnaings for each association separately, end then make 
the  neceesary compari sons. However, a f t e r  the tabulations 
had been completed, it was apparent tha t  there was no aig- 
nif icant  difference between the findings i n  these associa- 
tions. Therefore, the findings were combined and the 
t o t a l  was analyzed. F'urthermore, by combining these find- 
ings, a larger  base was eecured and this made it posaible 
t o  make additional croes tabulations. 
Before attempting to  determine whether additional 
emphasis i s  required i n  purchaeing'a pr ice forecasting pro- 
gram, it l e  Important to  aecertaln tha t  forecasting 1s 
neceseary. I n  prevlous eectiona of t h l e  study, the need 
f o r  advance Information concerning future price change8 has 
been shown and the t a c i t  aseumptlon has been tha t  forecaat- 
in6  wae the only nethod available fo r  obtsining this infor- 
mation. In  other words, it wae assumed tha t  purchasing 
agents were not advised of defini te  price changes far 
m o r n  in advance of the effective date t o  enable the i r  own 
M o t i o n  o r  management t o  make adequate plane for  the future, 
with the exception of question 15, the percentace 
variance fo r  each question was lese than 10 per cent end 
moat often, m a  within 3 per omt. 
The questionnaire included two questions which were designed 
specif ioal ly  to  t e s t  t h i s  assumption. Briefly, these two 
questions attempted to  determine (1) how often the purchas- 
ing  department received def in i te  information concerning 
future pr ice  changes, and (2)  how far i n  advance of the  
- - - 
effect ive date these price changes were h o r n ,  The survey 
r e s u l t s  showed tha t  while pract ical ly  a l l  the purchasing 
agent a 
- - - - 
did receive advance not i f icat ion of f'uture pr ice  
changes, they did not receive this information far enough 
i n  advance of the effect ive date t o  be useful  f o r  p1a;nning 
o r  con t r o l  purposes. I t  i s  important t o  note t h a t  purchas- 
ing  generally had l e s s  than one month's advance notice o f  
- 
pr ice  changes and very seldom, i f  ever, more than three 
month' 8 notice. Bince adequate planning requires a 
knowledge of pr ice  changes f o r  perloda of much longer than 
three montha, forecasting i e  neceseary, 
11. THE EXTWT OF PUhw-.uwu u s I - w w v A  I 
I N  PRICE FORECABTING 
In  previoue sections of th3.s study, it hae been 
pointed out tha t  a l l  purchasing departments must o r  neces- 
s i t y  forecast  fhture pr ice  ohanges. However, t h i e  etate- 
Questlone 10 and 11 In the Ques t iona i re ,  
Bee Appendix C and Table I1 f o r  the exact lead 
time given f o r  raw materials, E.I.R.0, items, and par ts  & 
assemblies, 
merit, by i t s e l f ,  means very l i t t l e .  The important element 
- - - - - - - - -- -- -A-rr- vrreu*rov n ~ n v + r  a  u o ~ u  ru 
preparing these forecasts. By definition, a forecaet i s  
nothing more than an estimate of a Future situation. It 
may be completely written out o r  exlet  only in the mind of 
- - -- u - -  =- -r--'C- -- -Y'V -1 "**" . Y L J  
ins tant  it i s  needed. It can be based on the analysis of 
many individual components o r  just estimated i n  total .  
Regardless of the care with which it l a  prepased, an eati-  
- - - . - - - - - - - - - - - - 
However, it i e  important t o  note t ha t  the value or  
usefkhess  of any forecast wil l  depend upon the time, 
- - 
- - - - - - - - C ----- - -- - -- c- -r- ------ -- 
forecaet baaed s t r i c t l y  on guesswork and lac-g any 
d e t d l e d  analyeis l a  of l i t t l e  value to  e i ther  purchaebg 
o r  mmagement. To be usef'ul, a forecast must be carefully 
planned and atmatured so tha t  the reeulte nhich are  
- - 
given aituation. This i s  not t o  say tha t  a l l  forecaste 
- 
certain degree of planning and ef for t  1s necessary if a 
foreoaet i s  t o  be useful for  planning and control P U W J ~ ~ ~ ,  
The exaot dopee  of ef for t  required wil l  be dictated by 
the decisiane that  are  t o  be made mrn the forecsst. 
t o  consider is the decree n f  t . h n m ~ ~ a h ~ s a a a  A+-h q 3 - m a i l  4 %  1 
an indlvldual, It mav be nrenlnnned nv m n d e  mt. +ha V-WV I 
mate of a future si tuation must be labeled as a forecast  I 
effor t .  and care which l a  emended t n  I t n  nrnnnmt.3 nn- A I 
attained represent the best estimate was ib l e  under the 1 
must be elaborately d e s i e e d  or  based on the  moat advanced 
e t a t i s t i c a l  analgees available. What i s  meant l a  tha t  a 
33 
1% has ~ r e v i o u s l y  been shown t h a t  purchaeing'e p r lce  
forecas t s  Can be extremely valuable t o  other  company fmc-  
ti on^ a s  well a s  purchasing. Thls i s  t rue ,  of courae, 
only if these forecasts  a r e  formalized, made available,  
and based on the  beat possible information. Therefore, I n  
order t o  evaluate t h e  adequacy of purchasing's p r i ce  fore- 
cas t ing procedures, It i s  necessary t o  determine how these 
forecaets  are being made. 
Formalization. One of the  moat important require- 
ments of a good p r i ce  forecast ing program i s  t h a t  the  fore- 
cas te  be formalized. As the term i s  used here, a formal- 
i zed  forecast  Is one which includes separate sub-forecasts 
of i t s  component parte.  In other words, the na jor  fore- I 
caet  i e  made only a f t e r  minor forecaets  have been made on 
the  important component p a r t s  i n  t he  major f i e l d  of inter- 
eat.  Thle procedure lnaurea (1)  g rea te r  accuracy; (2) 
- .  
more f l e x i b i l i t y ;  ( 3 )  ease In  verifying in t e rna l  conais- 
tency; and (4) p e a t e r  u t i l i t y .  The need f o r  a formal- 
ized forecaat  cannot be over-emphasized. I n  f ac t ,  the  
whole success of any forecaeting proman, which i s  desigmed 
f o r  Gueineee ueee, depend8 heavlly on this factor.  There- 
fore,  it i e  important t o  inveat lgate  p u r c h s s h g r s  present 
* 
rorecaeting procedures and determine I f  a su f f i c i en t  number 
Mslsel, OJ. &. . pp. 38'7-390. 
d! 
h 
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of detailed analyses are being made. Flrst of a l l ,  how- 
ever, it 1 6  necessary to  determine what component meas 
could or  should be forecasted by the purchasing department, 
Actually, there are only two such areas which lend them- 
selves t o  t h l s  type of analysis, Beparate forecasts can 
be made ei ther  on a commodity group basis o r  on an indivld- 
ual  part  baaia. Both of these methods w i l l  be investigated 
i n  the following section. 
For record keeping and control purposes, most PUP- 
chasing departments claeeify the i r  purchases by commodlty 
groups. For example, separate commodity codes may be se t  
up for  motors, fasteners, castings, maintenance parts,  
atampings, molded plastics,  etc. A forecaet which was 
based on separate estimate8 on each of these main commodity 
codes would be extremely useful. The survey resul ts  showed, 
however, tha t  only 30 per cent or  the depsrtments attempted 
to forec88t price changes f o r  moat of t he i r  main commodity 
m u p s .  A second method of attaining a formallzed fore- 
cast would be t o  make eeparate estimates of the price 
changee expected on individual parts. This could be accom- 
plished by estimating the price changes expected on the 
hi@-dollar value i tem8 only. But here again, the surve~r 
Question 15 i n  the Questlomaire. 
As a rule, 85 per cent of the t o t a l  inventory value 
I s  determined by only 15 per cent of the parta. This 15 
per cent o r  a portion thereof could be classifled ae high- 
dol ls r  value items, 
r e s u l t s  indicated tha t  only 33 per cent of the departments 
attempted t o  forecast m i c e  channes fo r  Fndivldual m a r t s -  1 
- - ~ - . - - - - -- - - - - - - - - - r - -  - - -  
Bince estimating by commodity code and/or by individual 
p a r t s  are the only prac t ica l  methods of achieving a forma- 
l i zed  purchasing forecaat , it i s  important t o  invest igate  
this area more thorouuhls. It was found t h a t  19 Der cent 
- - - * 
of the departments were estimating by both methods, and an 
addit ional  24 per cent were using one of the methods but 
- - 
not both. Another way of s t a t ing  this i s  tha t  only 43 per 
cent of the  departments were using one o r  both of the 
available methods fo r  achieving a formalized forecast. The 
- 
important point here i s  t h a t  more than half  of the depart- 
ments i n  the universe (57 per cent) are not attempting t o  
make formallzed forecaete. 
Before leaving this section, it i s  advisable t o  polnt 
out  tha t  64 per cent of a l l  the departments In the study 
f e l t  t h a t  they could do more i n  the area of pr ice  fore- 
* - - - 3 ,  . . .  
caetlng than they were presently dolng. - xae most in te r -  
es t ing  fac t ,  however, wae t h a t  more of the departments who 
were already making formalized forecaeta f e l t  this way than 
Queetlon 20 i n  the Questionnaire. 
queation 21 i n  the Questionnaire. 
t h e  departments who weren 't m&ng formalized forecasts.  1 
While t he  di f ference between these two m u a s  I e not e t a -  I 
n i f i c a n t l y  large ,  logical ly ,  one would expect t he  largest 1 
percentage t o  be among those departments not  mmng formal- 
i zed  forecaats.  Evidently, there  are many departments i n  
this lat ter  group who f e e l  t h a t  it i s  unnecessary t o  fore- 
ca s t  p r i c e  changes o r  t h a t  it i s  an impoasfble task, 
Availability.  The next l o a i c a l  s ten i n  evaluatlna I 
purchasing's p r i ce  forecast ing promam i s  t o  determine If 
purchasing i s  maklng t h e i r  forecas ts  available t o  other  
company functions. It has been shown that theae forecaats  
can help  other  functions t o  accomplish t h e i r  obJectives. 
- - 
but this Is  t r u e  only if purchasing makes this information 
available. 
Bince a forecast  muat be formallzed t o  be of any 
value t o  other  functione, it i s  of i n t e r e e t  t o  determine 
what percentage of the  departments who make formallzed 
forecas t s  aleo make this informatlon avai lable  t o  other  
functlone, A t  t k i e  ~ o i n t ,  it i s  important t o  remember 
t h a t  only 43 per cent of the  departments were attempting 
t o  make fomalizetd forecasts.  The survey r e s u l t s  
Departments making formalized forecasts  - 66 per  
aent: departments not  making fomal ized  forecasts  - 63 
per  cent; 
-
Reference t o  formalization seotlon, p. 33. 
indicated tha t  52 per cent of these department8 forwarded 
a copy of t he i r  forecast to management, and 39 per cent 
forwarded copies to other departments, Some of the rea- 
sons why a larger percentage of departments dld not forward 
this information to  other functions w i l l  be given In a 
l a t e r  section, but the important point here i s  the fac t  
t ha t  many of the departments are not making this informa- 
t ion  available t o  other functions, 
One of the most important forecasts which can be made 
ba ~urchas inu i s  an estimate of the t o t a l  amount of expen- 
di tures  to  be made i n  a future time period. Naturally, 
a consideration of future price changes i s  necessary i n  a 
forecast of th le  kind. Deapite the importance of this gar- 
t i cu l a r  forecast. it wae found that only 30 per cent of the 
departments had estimated the i r  1960 annual expenditures, 
- 
as of F e b r u w  1, 1960. ' Furthemore, of those depart- 
ments who had prepared estimates of the i r  1960 expenditures, 
17 per cent had not taken future price changes into consi&- 
eration, and 23 per cent did not plan on reviewing the i r  
Questions 25 and 31 i n  the Questionnaire. 
U~ual ly  for  one year; estlmate mag bl 
broken down by quarters or  by monthe. 
Queation 3 i n  the Queationnairs. February 1, 1960 
i s  the date the departments f i r a t  reoeived the au 
e further 
est imate l a t e r  on i n  the  year. Without attempting t o  
judge t h e  r e l i a b i l i t y  of theee forecaata any fur ther ,  it I 
would appear t h a t  a t  l eaa t  70 per cent of the  departments 
a r e  not  even attempting t o  make this forecast ;  and, there- 
fo re ,  they cannot poaaibly forward this Information onto 
o ther  functions, 
c a s t  must be based on the  beat information avai lable  i f  it 
i s  t o  be of value t o  any function. I n  one sense, t h l e  
mema t h a t  t he  forecast  must be formalized so t h a t  the 
component p a r t s  of t he  forecast  can be reviewed and verl- 
f l e d  by the  uaer. Since t h l a  area has already been dla- 
cueeed, it w l l l  not  be neceeeary t o  re lnveet igate  t h i a  
eubject i n  t h l e  eectlon. I t  l a  important, however, t o  know 
i f  purchasing departments are  u t i l i z i n g  a l l  t he  sources of 
i n foma t lon  which are avai lable  t o  then, Listed below are 
some of the  main sources of information which can be advan- 
tagaouely ueed i n  forecasting pr ice  change8 and the percen- I 
t age  o r  departments making use of these sources. Z 
Queatlone 4 and 7 i n  the  Queationnalm. 
Queetion 12 i n  t he  Questionnaire. These aources 
ware l i e t e d  i n  t he  queetionnalre, and the  depsrtments w e r e  
roqueeted to  cheolc the aouroes which they ueed t o  obtain 
in foma t lon  on fu ture  pr ioe  changee. 
Vendor salesmen 
Vendor plant management -------------------- 93% 49 Articles  o r  forecasts i n  purchasing 
manazlnes ------,-----,,,---------------~3 
- 
 - -  - ------- 
W k  
Articles  o r  forecasts i n  trade 
- - 1 - - 
magazines ------------------------------ 59 
Buyer's own knowledge of vendor's 
paet history --------------------------- 37 
Fram t h l a  abbreviated table,  It can be seen tha t ,  aside from 
vendor salesmen, purchasing departments are not using a l l  
the sources of information available t o  them, Most notice- 
ably low i e  the percentage of departments making use of t h e i r  
own knowledge of t h e i r  vendor's past history, This is,  per- 
haps, the most important source of Information available, 
In  addition, this source i s  not avallable t o  anyone i n  the 
company except the purchasing department, 1 
The survey also showed tha t  only 16 per cent of the 
departmente attempted t o  maintain price trend graphs for  
t h e i r  high-dollar value items. In addltlon t o  other uaea, 
prloe trend Gaphs can be extremely valuable as  a source of 
Information In mald.ng forecasts of f i t w e  price changes. 2 
- 
111. RECOmITION O F  THE IEIPORTANCE OF 
PRICE FORECMTMG 
The Inadequacies i n  purohaelng's present pr lce  fore- 
oaetlng program have been shown In Seotion 11. By way of 
Question 13 In  the Q u e s t i o l m ~ m .  
It l e  ln ta rse t ing  t o  note tha t  75 per cent of the 
departments *oh did maintain priae trend paphe  said 
thnt thev  were useful in forecasting f'uture pr ice  changes, I 
I 
review, it was observed t h a t  the  ma3orltv o f  aurchasina 1 
departments (1)  d id  not make formalized forecas t s  of fu ture  
p r i c e  changes; (2)  d id  not forward this information onto i 
other  company functions; and (3) did  not  u t i l i z e  many of 
t h e  bas ic  sources of avai lable  information. Obviously, 
t he re  i s  a need f o r  increased emphasia o r  improvement In 
this v i t a l  area. However, this conclusion only p a r t i a l l y  
answers the  study obJective. It i s  equally important t o  
b o w  whether purchasing agents ac tua l ly  r e a l i z e  t h e  f u l l  1 
s ignif icance of p r i ce  forecasting t o  t h e i r  own function and I 
t o  management. If purchasina aaents  a r e  f u l l y  aware of the I 
- - - - - 
eignlf icance of this procedure and they s t i l l  do no t -  have 
an adequate p r ice  forecast ing program, a d i f f e r en t  problem 1 
a d e t a  than i f  this lmowledge i s  lacklng and i s  the  cauae I 
of an inadequate program, An attempt was made i n  t he  fol-  
lowing two sub-aections t o  aecer ta in  whether the- lnpor-  
tance of p r lce  forecas t ing l a  recognized by purchasing f o r  
t h e i r  o m  function and f o r  management. 
To pur 
- chasinq. The survey r e su l t a  have shown t h a t  
57 per  cent  of the  departments a r e  not attempting t o  make 
formalized foreoaets  a t  the present time. Since these 
department8 have the  weakest pr i ce  forecas t ing propame, 
Thooe departments who have not  attempted t o  fore- 
oaat p r i a e  ohanpa e i t h e r  by commodity code o r  by indiuid- 
- 
41  
It 18 Important t o  invest igate  thls area f irst .  Therefore, 
all departments i n  this category were asked t o  l is t  t h e i r  
reaeon ( 0 f o r  not attempting t o  make f'ormallzed forecast  a. 1 
The moat frequent answer8 given were--not enough time and 
lack of personnel (46 and 47 per  cent respectively).  The 
unstated implication here i s  t h a t  these departmenta would 
forecast  i f  they had more time o r  mom personnel, This 
a l s o  implies, however, t h a t  purchasing agents are not  con- 
vinced of t he  importance of this procedure; and, therefore,  
they a re  unwilling t o  devote a suf f ic ien t  p a r t  of t h e i r -  
time t o  forecaeting. The next most important reaeon listed 
was t h a t  there  wae not  a su f f i c i en t  amount of information 
avai lable  upon which an aocurate forecast  could be made 
(40 per  cent).  However, elnce there  i s  a auf f lc ien t  mount 
of foreaaeting information avai lable  t o  purchasing, this 
reply ind ica tes  t h a t  there  l a  a need f o r  more education In  
th l e  area. In addition, 30 per  cent of t he  departments 
indicated t h a t  forscsete  of h t u .  price changes would not 
be u e e m l  a t  a l l  t o  t h e i r  own department. meme that 
a t  l eaa t  30 per  cent of  a l l  t he  departments are not  aware 
of any 8ie;nifloanoe of thls prooedure. Fkom the reaeons 
f o r  not  making ionnalized forecasts ,  it 18 only 
reasonable t o  conolude t h a t  very few of these departments 
Question 32 i n  t he  queatlonnalre. Possible answers 
were l i a t e d  f o r  tha reepondenta, 
are actually aware of the full significance of price fore- 
casting, 
It i s  alao of in teres t  t o  determine whether the f u l l  
significance of price forecasting i s  recognized by those 
departments which are making formalized forecasts. The 
departments i n  t h i s  category were asked t o  check the areas 
( l i s t ed  i n  the queetionnaire) i n  which the i r  forecasts had 
been useful, The percentage of departments whlch found 
tha t  t he i r  forecasts had been usef'ul i n  each of the given 
areas are l l s t ed  below8 
Axeaa 
Departments 
(a)  In  eetimating future purchas- 
ing expenditures ------------------- 
(b)  In  determining proper inven- 
tory levels ....................... 70 
( o )  In  determining what iteme 
require special cost reduotion 
ef for t  or  value analysis ----------- 50 
(d) In  keeping manageaent advlaed 
on expected coat changes ----------- 68 
( e )  In  n e ~ o t i a t i n g  prices of 
future orders with vendors --------- 55 
(f) In determining whether to  buy 
larger o r  smaller quantities 
than normally --------------------- 75 
Thsae f i w e a  indicate that  many of these purchaskg depart- 
mmts are not using the i r  forecaets as advantageously a8 
they oould. The oonoluaion then muat be that either they 
are not aware of theae additional applications, or  they are 
Que~ t ion  23 i n  the Questionnaire. 
not  convinced tha t  a forecaat can be uaeful i n  theee areae. 
Regardleee of which alternative 1 s  true, the fac t  remains 
t ha t  the f u l l  s l ~ l f l c a n c e  of price forecasting 18  not even 
recognized by many of the departments wMch are  maldng 
formalize8 forecaete. 
To Manaaement, Ae previously stated. a forecast muat 
- I 
be formalized if I t  is t o  be of anv value t o  the manane- 
ment function, The resu l t s  of the eurves have ehawn. how- 
ever, tha t  only 43 per cent of the departments a re  presently 
attempting t o  make formalized forecaste. Furthermore, of I 
t h i s  43 per cent, only about half  of the departments a re  
forwarding a copy of t h e i r  forecaet t o  management. Thle 
means tha t  when the universe as  s m o l e  l a  cmeidered, only 
23 per cent of a l l  the dep-mente are attempting t o  both 
formalize t h e i r  forecasts and make them available t o  manage- 
ment, Thle low percentage, by i t s e l f ,  l a  a ~ o d  indication 
t ha t  purchasing agents a re  not taking fill advantage of the  
opporttmlty t o  a s s i s t  t h e i r  management through price fore- 
casting. 
Although i t  m e  not wlthln the ecope of t h i s  study t o  
completely explore th le  area, the questionnaire did atte-t 
t o  pmvlde some Information on thls ~ub j ec t .  One Interest-  
ing point i s  tha t  18 per cent of  the departments which were 
not maklng formslizsd rorsoaets gave a8 a reaeon f o r  not I 
doing ao the fact  that the i r  forecaste would not be useful 
to  management. By most standards, thls percentage mlght 
seem low; but, In this instance, it i s  U@ly  ~ lgn i f I can tm 
It means that  approximately one-fifth of the departments 
i n  t h i a  category are completely unaware of any Importance 
of this prooedure t o  company management. 
I t  i s  also interesting to note the reasone given by 
those departments which were making formalized forecasts 
f o r  not forwarding a copy of the i r  estimate t o  management.2 
By far, the largest  single reason given was tha t  manage- 
ment had never requeated this Information (55 per cent). 
While this answer does not provide any direct  i n s l e t  in to  
the problem a t  hand, It does Indicate that  many purchaeing 
agante seeme that  i f  management hasn't aeked for  a report 
it l an ' t  neceseafy t o  make one. The 'inaufflcient timen 
- - 
anewer wae @ven by 39 per cent of the departments, Again, 
It muet be concluded that  purchasing i s  not convinced of 
tho importance of t h i s  procedure since any time acheeule 
can be eaeily rearranged i f  the need for doing so i s  recog- 
nized. In addition, 11 per cent of the departments stated 
thet  manaesment would not have any uee for  this infomation. 
Question 32 In the Questionnaire. 
hreatlon 30 In  the Questionnaire. Respondents 
could l i s t  more than one rsaaon, If desired. 
Another se t  of questions was d e s i ~ e d  especially for  
those departments which were forwaraing formalized forecasts 
to  management. I t  was discovered that  one-fourth of these 
departments had been requested by management t o  provide this 
information, while the remaining 75 per cent had ins t i tu ted  
the report on the i r  own ini t ia t ive.  Moreover, almoat 
three-quarters of the departments included specific recom- 
mendations i n  the report which were based on the finding8 of 
* 
t h e i r  forecast. ' These departments were also asked t o  check 
the  areas In  which management had used the i r  forecasts. The 
percentage of departments who stated that  management used 
the i r  forecast i n  each of the e v e n  areas are l l s t ed  below.3 
5 of 
Department a 
(a) In estimating future p m f i t e  of 
(b) In  determiking prlcee for  the 
1 compmy 8 p ~ - ~ < u c t s  -------------------- 74 
(c )  A8 an aid i n  pmJecting inventory -- 
C O B ~ ~  -------------------------------- 32 
(4)  Aid in  determining whether t o  make 
4.. -1 0.-+ A\.. * . . . . ~ h n m A  -----------------, zc, A I L - y r a r  rr vr FLU b A A a 0 ~  ----------------- AJ 
(e )  I n  deciding what parts o r  commodi- 
t i e s  require additional coat 
rr-A.. r + 4 r . . .  rr+n.r+ ---------------------- 10 +-uUUu bA"&A WJ, A W L - "  ---------------------- >a. 
) I n  deciding whether to continue - - 
manufacturing certain products -------- 30 
Queetion 26 i n  the Queatlonnalre. 
Question 27 i n  the Queatlonnaire. 
Queetion 29 i n  the Q u e a t i o ~ a l r e .  
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Actually, management should be able t o  use purchasing's 
forecaet i n  each of the  areas l i s t e d  above. However, it 
i s  impossible t o  determine why these percentages were so 
low with the information a t  hand. On one hand, management 
could be using the  purchasing forecast i n  each of these 
areas and purchasing i s  not aware of it, This would lead 
t o  the conclusion tha t  purchasing l a  not aware of the  Full 
significance of pr ice  forecasting t o  management, On the  
other hand, it i s  ent i re ly  possible t h a t  management i s  not 
aware of the  f u l l  importance of this procedure, o r  of a l l  
i t s  applications. A study to  determine which al ternat ive 
i s  t rue  would be most illuminating. Although no de f in l t e  
conclusion can be made on this point,  enough information 
has been preeented t o  ahow tha t  the aignificence of pr ice  
iorecaeting t o  management i s  not f i l l y  recomized by the 
purchseing function. 
gee Appendix D fo r  an l l l u a t r a t i o n  of a manage- 
ment questionnaire which m i a t  be use6 t o  obtain this 
information. 
CRAPTE=R IV 
Bu'MM.ARY AND RECOMMENDATIONS 
The Purpose of this study was t o  examine one of  the  
most important areas  i n  purchasing today, namely, price 
forecast ing,  and determine whether addit ional  emphasis o r  
improvement i s  required i n  this v i t a l  area. An ac t ive  
p r i c e  forecast ing program by t h e  purchasing function can 
be extremely valuable t o  other  company f'unctione ae well as 
purchasing. Unfortunately, very l i t t l e  has been wri t ten  i n  
t h e  leading purchasing textbooks, magazines, and reference 
manuals t o  show the  importanoe of t h l a  procedure t o  t h e  
purchaelng function, In addition, very I l t t l e  has been done 
t o  d e t a d n e  the  extent  of purchasing's present  a c t i v i t y  in 
t h l e  a raa  o r  whether purchaeing agents are even aware of the 
fu l l  signif icance of pr l ce  iorecaeting, This study attempted 
t o  provide this informatian ea t h a t  t he  need fo r  addlticmal 
emphaeie i n  t h i e  area oould be ascer tdned.  
I. SUMMARY 
While it i s  t r u e  t h a t  a l l  purchaeing dep&mente must 
o r  neoasaity forecast  fu ture  p r i ce  changes, the  degree of 
thomughnees ueed i n  preparing these  f o r e ~ a s t a  can and does 
vary oonsiderably between oompaniee. Sinoe the  sccuraay 
md reeul tnnt  uaerulness of m y  forecast  depend8 80 heavily 
aim 
upon the  care  and thoroughneee wlth which the  forecast  I s  
prepared9 it was necessary t o  invest igate  this preparatory 
~ t a g e  very c m e f u l l ~ .  In other  words, a purchasing pr ice  
forecast ing Program can be extremely valuable i f  it i s  con- 
ducted i n  a thorough and eff ic ient  manner. If it can be 
shown t h a t  these  programs a re  not  being conducted i n  this 
manner, the  need f o r  Increased emphaeis o r  improvement I n  
this area  a11 have been ascertained. The reason f o r  t h i e  
need, If i t  exla ta ,  can be f'urther defined by determining 
whether purchasing agents a r e  aware of the  f u l l  s ignif icance 
of thls procedure t o  t h e i r  own function and t o  management, 
To evaluate the  adequacy of ~ u r c h a s l n g  s present p r i ce  
io rscas t ing  program and determine i f  addi t ional  emphasis o r  
impmvament l e  required i n  thls area, three  of the  most 
Important character ie t ice  of a good forecast ing pmgram were 
examined. Theae charac te r ie t ics  were: (1) formalization, 
i.e., whether the  forecas t s  were based on a auf f lc ien t  num- 
ber of detailed anslysee; (2)  ava i l ab i l i t y ,  i.e., whether 
purchaaing made t h e i r  forecaete aval leble  t o  other flznctlone; 
end (3) eouroee of infomat ion,  la., whether purchasing m a  
using t h e  mein eouroes of information which are avai lable  i n  
foreoaeting p r i ce  chanpee. The survey r e s u l t s  indicated 
t h a t  there  wse a lack of purchaeing e f f o r t  i n  all three  o r  
theee Important areas. 8inae each o f  these elements o r  
charaoter le t iae  a r e  easen t la l  t o  a good forecast ing p r a m ,  
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t he re  can be l i t t l e  doubt t ha t  addlt lonal  emphasis o r  
improvement i s  required i n  thls v i t a l  area. 
Having ascertained tha t  there  was a need f o r  increased 
emphasis i n  th i8  area, an attempt was then made t o  determine 
whether purchasing agents were actual ly  aware of t he  full 
sl@ficance of' p r i ce  forecasting. If purchasing agents are 
f u l l y  aware of the  significance of thls procedure and they 
s t i l l  do not  have an adequate p r i ce  forecast ing program, a 
d i f f e ren t  problem e lda te  than i f  this bowledge i s  lacklng 
and l a  ac tua l ly  the  cause of t he  Inadequate programs. The 
survey r e s u l t s  indicated t h a t  very few of the  departments 
were aware of the  fill significance of p r ice  forecast ing I 
e i t h e r  t o  t h e i r  own f'unction o r  t o  management. It was 
obeerved t h a t  even those departments nfiich were maklng 
formalized forecaete, based on the beat sources of Infoma- 
t i o n  available,  were not  using t h e i r  forecas ts  a s  advanta- 
geouely ae they could have. Many of the  department8 having 
t h e  weakest forecast ing programe s ta ted  t h a t  a prowem of 
t h i e  type would not be ueeiul  a t  a l l  i n  e i t h e r  t h e i r  own 
department o r  t o  management. From the  finding8 i n  this w 
vsy, it appear8 t h a t  one of the  major reasons why purchasing 
agent8 do not  have a more e f fec t ive  and u e e f ~ l  p r iae  fore- 
oeeting program l a  t h a t  they do not  f u l l y  appreclete the  
value of t h i a  proosdure t o  e i t h e r  t h e i r  own f'unction o r  t o  
management . 
4%PC 
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A t  t he  time, however, it i s  important t o  recog- 
n i z e  some of the  other reasons whlch were given f o r  not  hav- 
i n g  a more effect ive  forecast ing propsm. Meny dep&ments 
indicated t h a t  they d id  not have enough time t o  spend on 
forecaeting. Other departments s ta ted t h a t  there  was an 
ineuf f lc len t  amount of information available upon which an 
accurate foreoaet could be made. S t i l l  o thers  thought t h a t  
iorecaet ing future pr i ce  changes was an impossible t a s k  and 
i t  was foo l i sh  t o  even conelder It. One respondent took 
t h e  following extreme viewpoint t 
The wri ter  d id  flll out p a r t  of  the  other set 
and f i n a l l y  t o re  it up. Most of t he  questions 
are absolutely s i l l y .  You dwell moetly on the 
purchaeing department forecast ing pr ice  trends 
whlch l e  en t i r e ly  out of the question. 170 pur- 
chssing a ~ e n t  i e  a "~oudini"  i n  eoing the  inpos- 
sible. Take queetlons 38, 39, end 40 f o r  example. 
I thlnk eventually there  w l l l  be a price increase. 
I do no t  :mow the percentage o r  even hazard a 
mess,  nor when it w i l l  become effect ive.  Only 
the  a t e e l  conpanlee would know this ae vou should 
w e l l  bow. 
--
a1 of theme reaeona help to  substant ia te  the concluslm that 
them i e  a d e f i n i t e  need fo r  addi t ional  emphasis and educa- 
t i o n  fn the area of pr i ce  forecast ing by the purchasing 
f'urtctlon. 
11. R E C O ~ A T I O N B  
The findinge i n  t h l e  atudy have ahom that them 1 8  a 
need f o r  impmvament and addi t ional  emphaela by the ~wchae-  
51 
in& function i n  the  area of pr ice  forecaatlng, Blnce it has 
a l s o  been ehown t h a t  this procedure aan be of  tremendous 
value t o  o ther  company functions a8 w e l l  aa purchasing *em 
1% i s  accomplished i n  t he  proper manner, it  i s  recommended 
t h a t  addi t ional  etudlea be undertaken t o  de temlne  the best 
method8 and proceduree f o r  increasing purchsaingte a c t i v i t y  
in t h i e  area. Although it was nei ther  the  purpose nor  the 
i n t e n t  of this study to  o f f e r  any such proposals f o r  fu ture  
act ion,  there  are two   recommendation^ t h a t  can be drawn from 
t h e  flndlnge of the survey W c h  appear t o  be highly slwf- 
l oan t  and worthy of Atture consideration. 
1, The f l r e t  recommendation l a  that a concentrated 
e f f o r t  be made t o  pmviae purchaeing agents ulth more infor- 
mation concerning the  importanae of havlng an effect ive  
forsoast ing progrsm, There can be l i t t l e  doubt t h a t  a8 pur- 
chaeing sgenta become more fully a w a r e  of t he  many contri- 
butions lmich pr ice  forecast ing 18  aapable of producing t o  
o ther  company funotione ae well a s  purchasing, t h e  quality 
of a iorecas t ing programs wlll impmve. There 
m e  m m y  naya i n  which t h i s  Information can be made known 
t o  purohaslng agent8 throughout the country. The importance 
of t h i e  procedure can be s t ressed i n  the meetlnee and pub- 
l i oa t ions  of both t h e  nat ional  and looa l  purahasing agent8 
sseoaiatlone. In  addit ion,  the  leading purohaehg maga- 
zines,  textbooke, and referenoe manuale can aee i s t  i n  t h i e  
r - 3  vr-q 1.. 4 -.- * k c  ? 
a 
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endeavor by continually publicizing the  value of p r ice  fore- 
casting. Once the  importance of pr ice  forecast ing i s  f u l l y  
r e c o ~ i z e d ,  many of the super f ic ia l  problem u e a s ,  normally 
associated wlth forecasting, w i l l  automatically dleappear. 
2. I n  addition t o  pointing out the  importance of 
p r i ce  forecasting, it w i l l  a lso  be necessary t o  show pur- 
chasing agents how t o  es tab l i sh  an effect ive  p r i ce  forecast- 
i n g  program. Although it i s  impossible t o  devise any one 
forecaeting program which could be used by a l l  departments, 
enough general rules ,  methods, and procedures can be given 
so t h a t  each department oan s e t  up t h e i r  own program. Since 
this again i s  s t r i c t l y  an educational process, the same 
meane of communication mentioned i n  the  prevlous paragraph 
can be aucoeearully u t i l i zed  here aleo. 
Any type af succeeeful forecast ing p m g a m  i s  diff i-  
c u l t  t o  e s t ab l i sh  and maintain. The two recommendatlone 
s ta ted  herein a re  only the  in i t i a l  steps which a re  required 
i n  thls area. However, because of the  tremendous s ign i f l -  
canoe of thls procedure t o  other  company M c t i o n s  as  well 
a8 purchasing, any e f f o r t s  expended In  thls area w l l l  be 
most rewarding. I n  f ac t ,  If the  proper emphasis i s  given 
t o  pr ice  forecaetlng, thls program may well be the most 
important contrlbution t h a t  t he  purchasing department l a  
aapable of making i n  the  future, 
BIBLIOGRAPHY 
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APPENDIX A 
PURCWING QUEBTIONIQAIFQ, 
2500 ICingman Blvd. 
Des Moines, Iowa 
January 27, 1960 
A.8, C, Corporation 
1000 Atlantic Avenue 
Newton, Iowa 
ATTENTION; Mr. John R. h i t h  
Dear M r .  Bmith! 
Many a r t i c l e s  have been written on how t o  impmve 
the  s t a tus  of the  Purchasing Agent and the Purchasing 
Department within the company. Although Purchasing has 
made great  s t r ides  i n  this area since World W a r  11, many 
people f e e l  tha t  this function has s t i l l  not reached the 
management posit ion it deserves. 
Through the generosity of the Purchasing Agents 
Aseoclstion of Central Iowa, I have been given the oppor- 
tuni ty  t o  hurther my education i n  Purchaeing and a t  the 
s m e  time, receive a Master of Arts degree i n  Economics a t  
Drake University. I fee l  tha t  I can best  show my apprecia- 
t ion  f o r  th l e  fellowehip by attempting t o  contribute sone- 
thing whlch wlll benefit  the Purchaeing profession i n  6enersl. 
Wlth this I n  mind, I have decided to  write my thesie  
on Purchasing, and i n  par t icular ,  on the means by wMch Pur- 
chasing can improve i t e  s ta tus  within the company organlza- 
tion. To accomplish th le  objective, however, I will need 
the aesi  atanoe of Purchaeing Agents throughout Iomr, 
You can contribute d i rec t ly  to  t h l s  cauee by fl l l lng 
i n  the attached questionnaire and returning it t o  my atten- 
t ion a s  soon ae poeaible. Moat of the questione can be 
answered quiokly by p l ~ c i n g  an "x" i n  the check block oppo- 
s i t e  your answer choice. I am taking the l ibe r ty  of thank- 
ing you i n  advance fo r  your cooperation in helping t o  make 
t h l e  project  sucaessful. 
Sincerely, 
Jeg Harry W. Gsell, Jr. 
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PURCHASING QUESTIONNAIRE 
1. Does your o f f i c e  buy raw materials,  maintenance, r epa i r  and 
organizat ional  items and par t s  & assembllea? 
Yea 
- . N o  Raw Materials R 
M o R e O o  Items --------------,-,, IJ 
Par t s  & Assemblies ------------ a a 13 a 
Doe8 Your o f f i ce  buy raw materials,  M.R.0. items and p a r t s  
assemblies primarily fo r  d i r ec t  resa le  o r  f o r  incorpora- 
t i o n  i n t o  your company'e own products? 
For For Use i n  Plant  
Direct o r  in Company 
Resale Products ( a )  Raw Materials --------------- n Q (b)  M,R,O, Items ---------------- n CI ( c )  Par t s  & Assemblies ---------- a a 
Hae your of f ice  estimated the  amount of money Purchasing w i l l  
spend during 19601 
Y e s  tJ No a 
If "yesn, p lease  answer questions 4, 5, 6, and 7. If "no", 
skip to-question 8. 
Did your estimate take i n t o  consideration possible future  
p r i c e  change8 whloh may become ef fec t ive  l a t e r  on i n  t he  
year? 
Pee U No !J 
Wsa a copy of this eetimate given t o  company management? 
Yes 0 No II 
Wae a copy of this estimate given t o  any other  department(s)? 
Yes fl No O 
I f  "yeaN, what department ( 8 )  
Do you plan on reviewing t h i a  eetimate l a t e r  on i n  the yeax 
and revls ing i t  I f  neceesary? 
Yes 0 NO t! 
Do you submit wrltten report8 t o  company management? 
Yea NO n 
If "yesn, do you include any of the  following lnformstlon In 
I t  I t  your report8 t o  company manaeement? (Place an x I n  aa 
many boxee a s  neaeeeary). 
(a) Adequacy of present oapaalty i n  vendors' plant6 
f o r  a r i t i a a l  item8 -------------------------------- 0 
(b) Es t ima te  of m t u r e  adequacy of capacity in 
vendors' plant8 ----------------------------------- D 
( c )  A comparison of present  prioea paid vereus tho89 
paid l a s t  year o r  In  prevloue yesra ---------------a 
Importmt cost  reductions made by Purchaaine ------ U 
A 1i.t of important vendors whose labor con- 
t r n c t e  are due t o  expire i n  t he  near future ------- 0 
How of ten does your department h o w  about fu ture  p r i ce  
changes i n  advance of the  time these p r i ce  changes w l l l  
become e f fec t ive  f o r  raw materials ,  M.R.O. Items, and 
pa r t e  & assemblies? 
Most of Some of Verv 
the  Time the  Time ~eldGm 
(a) Raw Materials ---------- 13 u IS 
(b )  M,R,O. Items ----------- R a 
( c )  P a r t s  & Assemblies ----- 0 0 M 
Approximately how far i n  advance of the  e f f ec t ive  date are 
these  ant ic ipated p r i ce  changes hown f o r  r a w  materials ,  
M.R,O. items and p a r t s  & assemblies? 
Raw Materiala M.R.0. Items , Par t s  & Assemblies 
(a) under 1 month- 0 l a )  under 1 month- 13 (a) under 1 month- 0 
(b) 1 t o  3 months- 0 (b  1 t o  3 months- 0 (b 1 t o  3 months- o 
3 t o  6 months- ( c  3 t o  6 months- 0 ( c  3 t o  6 months- U 
over 6 months- 0 (d over 6 months- L3 (d) over 6 months-p 
How doee your department obtain information concerning 
It  I t  f u tu re  p r i ce  changes? (Place an x i n  as many boxes as 
necessary). 
( a )  From. t a lk lhg  with vendor sa lemen ------------- a 
(b) From ta lk ing  with vendor p lant  
management ................................ D 
( c )  From a r t i c l e s  o r  forecas ts  i n  Purchasing magazines ----------------------- 
(d)  From a r t i c l e s  o r  fo recas t s  in 
Trade magazines -----------------------------a 
(6)  From buyers own knowledge of vendors p a s t  h i s to ry ,  etc. ............................ 0 
f From corporate Purchasing headquartera -------- 0 
(g) Other (8peclfy) 
B e e  your department attempt t o  maintain p r ice  trend p a p h a  
f o r  your hi@ d o l l a r  value purchased iteme? 
Yes D Yo @ 
If answer t o  queetion 13 waa "geet', have these p r ice  trend 
p a p h e  proven usefu l  i n  foreoast iag  future p r i c e  cheneees? 
Yes 0 No D 
Does your o f f i c e  attempt t o  forecas t  future pr ice  chm&ea 
f o r  most of your mador oommodity groups? (%ch aa motors, 
s t e e l ,  fastenera,  sheet metal par t s ,  eto. ) 
Yes fl No 0 
~f 'yea", please answer questions 16, 17, 18, and 19. If 
"no", eklp t o  queetion 20. 
In your last foreoaet ,  what commodity mrp was expeotbd 
t o  experlenoe t h e  l a rges t  pr ioe  change in 1960 and by w h a t  
percentage was it expeoted t o  ohange? 
Commodity Group 
Percentage Change $ 
* 17. Please  l ist  eome of the  other  commodity groups on which 
your o f f i c e  has attempted t o  forecast  p r i ce  changes. 
How of ten  a r e  these forecas ts  of commodity group p r i ce  
changes made? 
every month -------- R (d)  annually ----------- 0 [ba! every quar ter  ------ ( e )  no set t i m e  -------- CI ( c )  semi-annually ------ ( f )  when requested 
by management ------ CI 
How long a period i s  covered by these  forecasts? ( a )  1 month ------------ longer than ,I ear-- 0 
3 month8 ----------- 0 Other (specify 
6 months ----------- C) 3 
Does your o f f i c e  attempt t o  forecas t  prfce  changes f o r  any 
individual  pa r t s ,  commodities o r  aseemblles? 
Yea I3 No 0 
If "yea", please l is t  a few examples. 
- - 
Do you f e e l  t h a t  your department could do more i n  the a rea  
of p r i c e  forecas t ing than it presently i s  doing? 
Yes L3 No r=l 
Are you plennlng t o  increase your e f f o r t  In this area? 
Yee t! No O n 
If you have anawered e i t h e r  question 15 o r  20 yeaH, p lease  
anawer questlone 23, 24, and 25. I f  you have answered both 
questione "no", skip to  question 32. 
I n  which of t he  following areas have these forecas ts  been 
I1 I 1  
usefu l  t o  your department? (Place an x i n  as many boxes 
as neceesary) - .  
(a) I n  eetimating fu ture  Purchasing 
expena turea  ................................ b 
I n  determining proper Inventory l eve l s  ------ C1 
I n  de temin ing  what items require  specia l  
coat reduction e f f o r t  o r  value analpsia ----- 0 
(d) In keeping management advised on 
expected cost changes ....................... 0 
( 8 )  I n  n e ~ o t i a t l n g  pr icee  of fu ture  orders 
a t h  vendor8 ................................ 0 
( f )  I n  determining whether t o  buy la rger  o r  
smaller quan t i t i e s  than normally ------------ D 
Have they proven uaeiul  i n  any other  areas? If ao, please 
- - 
explsin. 
Do you h u n i e h  company managenent with a copy o r  a s m a r y  
of theee de t a i l ed  foreoaets? 
Yee t3 No t! 
zf :yeaH, please enawer questions 26, 27, 28, and 29. If 
no -, eklp t o  queetion 30. 
26. Did management request t h a t  these forecaata be f inrished 
o r  was the idea i n i t i a t e d  by Purchasing? 
Management Purchasing' s 
Requested ------ a idea ----------- D Don't h o w  --- D 
27. Does your repor t  include specif ic  recommendations based 
on the findings of this forecast? 
Yea I3 RO a 
28. After receiving your forecasts ,  hae management ever taken 
my o r  the  fol loxing atepa during the  last year? (Place II an x i n  as many boxes a s  neceeeary) 
(a )  - Requested more information o r  c l a r i f i ca t ion  
of a forecast  0 
(b) Expressed a deaire  for a specia l  forecast  
t o  solve a pa r t i cu l a r  problem ---------------- a 
( c )  Made comments on how the  forecast  might be Improved -------------------------------I----- 
29. How has management used these forecsats? (place an "x" 
In  a s  many boxes as neceaeary) 
( a )  I n  estimating future  p r o f i t s  of the 
company .................................. 0 
(b) I n  determining pr ices  for  the  com- pany's products ------------------I------- a 
(c )  As an a id  i n  project ing Inventory - 
~ 0 8 % ~  ------------------------------------ 0 
(d) Ald i n  determining whether t o  m a k e  i n - p l m t  o r  p u r c b s e  ------------------om- u 
( 0 )  I n  deciding what part8 o r  commodities 
requi re  addit ional  cost  reduction 
e f f o r t  -----I----------------------------- Q 
(f) In  decidlng whether t o  continue manu- 
factur ing ce r t a in  products --------------- 0 
(g) Other (Please explain) 
(Kow sldp t o  Question 31) 
30. If copies of your forecasts  are not ,furnished t o  management, 
what i a  the  reason o r  reasons f o r  not furnishing manaeement 
I 1  I 1  
with a copy? (Plaoe an x i n  a a  many boxes ae neceseazry) 
(a) Insuf f ie len t  time a v d l a b l e  t o  formalize 
repor t  for  management .......................... 0 
(b) Information i s  not  accurate enough to  pa68 on -----------------------------------A 
I~Iana&ement hee no need f o r  thie information ---- 0 
Lnnaaenent i s  ge t t ing  this information from 
other  aowcea ---------------------------------- 0 
Ir so, what aouroe 
(a)  Management has never requested this type of in fomat ion  ------------------------------------a 
(f) Other (Please speoify) 
1. Are co l e e  of these forecaste sent  t o  any other  depart- 
ment(a P i n  your company? 
Yea FF No 
If "yea", what department ( e) 
(NOW Please skip t o  Queetion 33) 
32. If p r i c e  fo recas t s  a r e  not made by your off icey,  z lease  list 
the reaeon(8) f o r  not  maldng them. (place an x in ae  
- boxee as necessary). 
Not enough time t o  make forecas ts  --------a 
Lack of personnel ------------------------ 0 
Forecasts would not  be ueef'ul i n  my 
department P 
Some o ther  department l a  forecast in^ 
- 
~ r i c e  changes- on ~u rchaeed  items --------- 0 
?f 80, what depariment 
Ineuf f i c i e n t  information i a avai lable  
t o  make accurate forecas ts  --------------- 0 
Forecasts would not be uaeful t o  
company management ----------------------- 0 
Other (Please explain) 
Now l e t s  t a l k  about jus t  one commodity group-that comodity 
group on which you spent t h e  most money during 1959. (Such 
as s t e e l ,  stampinee, motors, paper, e tc . )  
33. Whet commodity w u p  d id  you epend the  moet money f o r  dur- 
I n e  19591 
Commodity Cjranp 
9. Do you attempt t o  forecaet  o r  obtain information about 
fu ture  price changes f o r  this comodity p u p ?  
Yes 0 >To b 
I t  35. If your enswer t o  pueetion 34 wee yes", what indexes o r  
o ther  eourcee of information do you f ind  helpful  in maldng 
these  forecaeta o r  estimates? 
36. Qenerally, what ha6 been the  p r ice  trend of t h i e  comoditp 
p ~ u p  over t he  l a a t  t w o  years? (Please l is t  percentage 
lncreaee o r  decrease f o r  1956 .and 1959) 
37. How do you expect p r ices  t o  change over the  next year f o r  
t h l e  commodity? (please l i e t  eatimated percentage 
increaae o r  deoreaee f o r  1960) 
GENERAL QUESTIONS 
38. Do you expeot the pr i ce  o f  steel t o  increase? 
Ye8 €3 No LS 
40. If "yes", when do you expect this increase t o  become 
ef fect ive? 
Many thanks! Just  so I can properly claesify your 
anewere, wi l l  you please give me some Information about 
your department and company? A l l  information Gven 
below w l l l  be kept s t r i c t l y  #confidential. 
Company Name 
Malor Products o r  Service 
Ap rodmate Total Annual Bales of Company o r  Corporation. 
(87 mder  1)1,000,000 ........................ 0 
from ~1,000,000 t o  $5,000,000 ----------- 0 
from ~6,000,000 t o  ~ 1 0 , 0 ~ , 0 0 0  ---------- O 
from ~11,000,000 to.$50,000,000 --------- B (e)  over +50,000,000 ....................... a 
Nimber of Personnel i n  your Purchasing Office 
Number of Buyers In your Purchasing Office 
T i t l e  of the  m a n  t o  whom the Purchasing Agent 
reports  
A rodmate Annual Expenditure by your Wchas ing  Office, (3 under 81,000,000 ------------------------ 
( 0 )  fmm $1,000,000 t o  ($5,000,000 ----------- 0 
I c )  from ~6,000,000 t o  vlO,OOO,OOO ---------- d )  from ,11,000,000 to  ;25,000,000 --------- U e)  f r o m  w25,000,000 t o  c50,000,000 --------- U (f) over +50,000,000 t J  
Name o f  Pereon f i l U n g  out Questionnaire 
T i t l e  
Please re turn queetionnaire a8 Boon as poasible t o $  
Mr. Harry W. C)aell, Jr. 
2500 Kingan 31vd. 
Dea Molnea 11, Iowa 
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APPENDIX B 
FOUW-UP LETTER 
2500 Klngman Zlvd. 
Dea Moinee 11, Iowa 
February 13, 1960 
A,B. C, Corporation 
1000 Atlantic Avenue 
Newton, Iowa 
ATTENTION: M r .  John R. Smith 
Dear Mr. Bmithr 
In  case my f i r s t  questionnaire was sent  t o  the  wrong 
addreaa o r  misplaced i n  some other way, I am eending another 
copy t o  your attention. As mentioned I n  my f i r s t  l e t t e r ,  
thls information 18 to  be ueed i n  my thes i s  and w i l l  remain 
s t r i c t l y  confidential. 
Actually, the reaponee t o  the f l r a t  mailing of this 
questionnaire has Seen tremendous and ha8 exceeded even ny 
own optimist ic eetimete. 1:otwlthstandlng t h i e  fac t ,  how- 
aver,  I nm eure you rea l l ze  tha t  the r e l l a b i l l t y  nhich can 
be p l a c e  on any study depenCs great ly  on the number of com- 
pleted questionnsires t h a t  are returned, 
Wlth t h i e  i n  mlnd, I sincerely hope t h a t  you w i l l  be 
able t o  find the  time t o  complete t h l s  questionnaire and 
re turn  i t  t o  my at tention.  Thanking you In advance f o r  your 
cooperation, I remain, 
Sincerely yours, 
Harry W, Gsell, Jr. 
HWG: jag 
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APPENDIX C 
TABLE I 
APPROXMATE ANNUAL EXPENDITURES BY PURCHASING 
D E P A R ~ T B .  INCLUDED IN TAE BURVEY 
Categories number 
of 5 of  Cumulative 
De~srtmenta Total Percenta~e 
Eder #1,000,Ot)0 ----------------- 26 26% 
F r o m  #1,000,000 t o  ($5,000,000 ---- 47 47 
26% 
73 
Fr+om &5,000,000 t o  ;i10,000,000 --- 9 9 82 
F r o m  +10,000,000 to  ~25,000,000 -- 8 8 90 
From ;i25,000,000 t o  ii;50,000,000 -- 5 5 95 
Over ;50,000,000 ----------------- 1 1 
No h ~ w e r  ........................ 96 5 5 10 1 
T A B U  I1 
APPROmMATELY HOW MUCH ADVAVCE EOTICE PURCRASIKG 
HA3 OF FTJTURE PRICE CHANGES (By Percentage 
of Department 8 ) .  
Cateeoriaa Raw Materials M.R.O. Itema P w t a  & 
Aasabl iea  
PROPOSED MANAGEMENT QUESTIONNAIRE 
H a 8  t he  Purchasing Department fluniahed company manage- 
ment wlth an estimate of t h e i r  1960 expenditures? 
Yes U No D 
If anewer 1s "yes", please answer queationa 2 and 3. If 
tino I t  
, skip to-queotion 4, 
Did-Purchasing take i n t o  consideration the  e f f ec t  of 
poss ible  future pr ice  change6 i n  this estimate? 
Yea No D o n ' t  Know 
Did Purchasing include i n  this estimate a - fo recas t  of 
how p r i ces  were expected t o  vary on your company's major 
purchaeed i terns fo r  the  coming year? - 
Yea 0 NO a 
Does the  Purchasing Department f'urnish company manage- 
ment wlth periodic forecasts  of fu ture  pr ice  changes on 
the company' s major purchased commodities? (Like s t ee l ,  
motors, maintenance items, paper, etc.) . 
Yes Q No D 
I f  "yes", please answer queationa 5, 6, 7, 8, and 9. If 
I I no", pleaae answer gueetione 10, 11, and 12. 
Bow- o f  ten doee Purchasing furni ah these forecasts? 
monthly ------------ 0 ( 0 )  no s e t  time ------0 
quar ter ly  ---------- (f) *en requested 
(c{ se~A-annually ------ 0 by manaeenent ---- 0 
(d annuelly ----------- Q (g) Other 
Eow l o n ~  a period do theee forecasts  cover? 
3 months ----------- 0 1 year ----------- 0 
6 nonths ----------- 
Have you found these forecas t s  helpful  In maklng n rr 6ocieions i n  any of the followlng areaa? (place an x 
i n  ae many boxes ae neceaaary) 
(a) Eet lmat in~:  fu ture  p m f i t s  of t he  
company -------------------------------- 0 
(b) Determining pr ices  f o r  your corn- pany's product8 ........................ 0 
( c)  b!aintaining the  proper inventory level .................................. u 
(d) Whether t o  make in-plant o r  b w  
outeide -------------------------------- 0 
( 0 )  Wh~t pwts o r  commodltles require 
addi t ional  cost  reduotion e f f o r t  
(redesien, subs t i tu t ion  of 
materials ,  eta.) ...................... 0 
( f )  Decldln~;  whether t o  continue 
manufacturing cer ta in  produota --------- a 
8. Have these  forecasts  proven useful  i n  any o*har mnnann- 
ment areas? If 60, please list. 
9. How could Purchaeing improve these forecasts? 
(Now please s k l ~  t o  auestion 13) 
- ~ - 
10. Does some de~ar tment ,  other  than Purchasing, provlde 
you with forecas t s  of fu ture  pr ice  changes on purchased 
Items? 
yes t~ NO a 
If "yesn, what department 
11. If Purchasing was able t o  f 'urni l  
fo recas t s  of f'uture pr ice  changes by commo&ty c laeai f i -  
cation, would it  help you make deci  sions I n  the  - ---- .. 
I II  i n g  areas? (Place an x i n  as mans boxes as necesaarv) 
3h YOU with ~ e r i o d i c  
- -~ " - (a) Estimating future  p r o f i t s  of th; company ------ 0 . 
(b)  Determining pr ices  f o r  your company's - 
ppoducts -------------------------------- P 
( c )  Ma in ta in ln~  the  proper inventory leve l  -------- - 
(d) Whether to-make in-blant o r  buv" outside ------- n 
-Y Y 
( e )  l a a t  pa r t s  o r  commodities ~ require addit ional  
cos t  reduction e f f o r t  ( r e d e s l s ,  substitu- 
t i o n  of materials ,  etc.)  ---------------------- 0 
(f) Decidlng whether t o  continue menufacturlng 
ce r t a in  product8 ------------------------------ 0 
g )  Other (please l i s t ) .  
12. Would you like t o  receive forecasts  of expected pr ice  
c h a n ~ e s  on major comno&ltlee i f  they coulh be suDplied 
by Purchasing? 
*yea a NO 
1 .  Hae Purchasing aupplie& company management with an e s t i -  
mate of how much s t e e l  p r ices  a re  expected t o  change as 
R r e e u l t  of the  new s t e e l  contract? 
Yes D NO O . 
14. If "yes", did they indicate the a f f e c t  this muld have 
on t h e  company's expenditures f o r  s t ee l ?  
Yes 0 110 0 
b h y  thanke! J u s t  so I can pmperly c laes l fy  your 
anawere, w i l l  you please give me some infomat ion  about 
your company. All in fomat ion  given below w i l l  be kept 
a t r l c t l y  confidential.  
Company Name 
Major Producta o r  Servioe 
To whom doe6 your Furchasing Agent report? 
Name of person filling out questionnaire 
Title 
Plesee return questionnaire as soon as possible to: 
Mr. Harry W. Gsell, Jr. 
2500 K ~ ~ ~ J Q E U I  B I V ~ .  
Des Moines 11, Iowa 
